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School board weighs ties to vendor
HP drops local tech company amid probe in Dallas, but HISD still eyes low bid

By ERICKA MELLOM
Copyright 2007 Houston Chronicle

The Houston school board could decide this week

whether to keep doing business with a local technology

company that has lost the confidence of a major computer supplier amid an ongoing ethics probe
in Dallas.

Houston-based Analytical Computer Services already has passed the first hurdle to upgrade HISD
campus technology in coming years — winning the district administration's nod for its low prices
on wiring, repairs and Hewlett-Packard supplies.

But the school board still must approve the deal, which has been in limbo since Hewlett-Packard
told the district last month It was banning Analytical Computer Services and another Houston-
based entity, Micro System Engineering, from selling its computers, servers and other products.

HP's letter to the Houston Independent School District did not offer a reason for severing ties.
But the decision raises questions about Analytical’s ability to continue its decade-long relationship
with the school system, and it could end up costing the district money.

In addition to Analytical, five other companies have won the district's initial approval to vie for
$69.4 million worth of technology projects. So the district could turn to some of the other
companles for HP products, but Analytical offered the lowest price on most, accarding to bid
documents.

And while Analytical would be able to perform general repair work without HP's approval, the
school board must decide whether it wants to give the company that opportunity. The board, as
of last week, planned to vote on the technology package Thursday.

Frank H. Trifilio, the president and chief executive officer of Analytical, said HP representatives
told him the problem was his connection to Micro System Enterprises, formerly called Micro
System Engineering. He sald an e-mall from Hewlett-Packard associates accused him of violating
HP's ethics rules.

"They quote some business code of ethics that they have that includes bribery and kickbacks,
and I've never done any of that,” Trifilio said In an interview.

Trifilio's company and Micro System Enterprises were both part of a federal technology deal in
the Dallas Independent School District that sparked a public-corruption investigation by the FBI
and the U.S. Attormey's Office.

Dallas troubles

The multimillion-dollar contract, which involved 12 companles, drew suspicion in 2005 amid
reports that a Dallas schools administrator accepted many free trips on a luxury boat owned by
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Analytical Computer Services.

"There hasn't been any alleged impropriety here at all — none, zero," he said. “It doesn't connect
to Houston in any way."”

Analytical Computer Services has been doing business with HISD, the state's largest district, for
about a decade, Trifilio said. The upcoming board vote would allow that association to continue
through at least June 2008.

The company was one of several that recently submitted proposals, through the district’s
competitive bidding process, to supply technology equipment and perform repairs. Slx companies
have earned initial approval from the district's administration, but the school board has yet to
sign off.

Besides Analytical, the successful bidders are NetSync Network Solutions, Tech Depot, xNet
Systems, AT&T DataComm and Troxell Communications.

The school board's approval would not guarantee business to any of the companies but would
make them eligible vendors. Much of the money for the projects would come through the federal
E-rate technology program.

Board donations

Several HISD board members have benefited from Analytical's desire to work for the district;
none has been accused of illegal activity. According to campaign finance documents filed since
2003, Trifilio has donated $5,000 to Kevin Hoffman, $2,000 each to Manuel Rodriguez and Larry
Marshall, and $1,000 to Dlana Ddévila.

Trifilio said he donated money to the board members out of "like" for them.
"They have no power to give me contracts,” he said.

While board members have final approval over contracts, a committee of district employees is
charged with formally evaluating vendors' proposals and making recommendations to the board.

Davila, the board president, said she was not concerned about awarding a contract to Analytical,
though she wanted to confirm the company was no longer connected to Wong.

"Are they really separate?" she asked.

HP spokesman Mark Lewis would not disclose why the company is refusing to do business with
Analytical and Micro System, but he said the termination, effective Friday, is not unusual.

Lewis also said HISD should have no problem finding another vendor to sell HP products. The
company does not typically sell directly to school districts, but it has about 20,000 authorized
resellers in the country, he said.

ericka.mellon@chron.com
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conclusions from an MSE investigation without talking directly to ACS. When HP
terminated our reseller agreement, it was not for a violation by ACS of HP’s ethics rules.
In fact, as the Houston Chronicle article makes clear, HP did not offer a specific reason
for severing its ties with ACS. I subsequently was forced for financial reasons to sell my
company to another HP authorized reseller.

You also asked for a summary of all ACS contracts between ACS and HISD for funding
years 2001-2007. Here is an analysis:

FY 2001 —

e Project 00-11-9: Network Hardware Contract between HISD and Reg. IV ESC
Co-Op; ACS provided some Network Equipment to HISD under this contract

e Contract Status: Closed

FY 2002 ~

e Project 02-01-07: Network Hardware Development Contract between HISD and
Reg. IV ESC Co-Op; ACS provided network equipment under this contract; when
the ESC Purchasing Cooperative ceased doing E-Rate business, ACS honored the
contract and provided the remaining hardware required by the School District that
year.

e Contract Status: Closed .

¢ Project 02-01-10: Maintenance for Network Hardware Contract between HISD
and Reg. IV ESC Co-Op; ACS provided some of the annual maintenance for
Network Hardware under this contract; when the ESC Purchasing Cooperative
ceased doing E-Rate business, ACS honored the contract and provided the
remaining maintenance required by the School District that year.

e Contract Status: Closed and complete

FY 2003 -

¢ Project 02-12-04: Network Cabling Contract between HISD and ACS

o Contract Status: Active; Work Complete; Invoicing outstanding; Contract has
been acquired by new company - Lakehills

¢ Project 02-12-07: Network Hardware Development Contract between HISD and
ACS

o Contract Status: Active; Work Complete; Invoicing outstanding; Contract has
been acquired by new company - Lakehills

¢ Project 02-12-10: Network Maintenance Contract between HISD and ACS

Contract Status: Closed; Invoicing outstanding; Contract has been acquired by
new company - Lakehills

FY 2004 —






Contract Status: Active; Work Ongoing; Contract has been acquired by new
company - Lakehills

FY 2007 -

Project 06-08-12: Advanced Network Maintenance Contract between HISD and
Lakehills (Partial Project Award)
Contract Status: Awarded; Work Not Yet Begun

Project 06-08-13: Basic Network Hardware Maintenance Contract between HISD
and Lakehills (Partial Project Award)
Contract Status: Awarded; Work Not Yet Begun

Project 06-08-14: Network Cabling; Contract between HISD and Lakehills
Contract Status: Awarded; Work Not Yet Begun

Project 06-08-11: Network Hardware; Contract between HISD and Lakehills
(Partial Project Award)
Contract Status: Awarded; Work Not Yet Begun

If you need more information regarding the detail pertaining to any of the contracts, I am
certain that the school district will furnish it upon request. HISD is most likely working
toward answering any questions presented in the letter sent to them.

I firmly believe that all funding requests associated with the HISD awards are in
compliance with program rules and requirements with no variances from the rules. Prior
audit reviews by both HISD and USAC have reaffirmed this to be the case.

Mel, 1 hope that I have addressed all of your concerns resulting from recent publicity
concerning HP's course of action with ACS. I have worked very hard over the years to
conduct my business according to high ethical standards and will do whatever it takes to
clear my name and my business from unfair allegations.

I appreciate your understanding and cooperation.

Sincerely,

Frank Trifilio
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Questions Raised about the Integrity of the Competitive Bidding Process Underlying
Contracts Between HISD and Analytical Computer Services — Micro Systems
Enterprises

Certain of HISD’s Funding Year 2004 and Funding Year 2005 Funding Request Numbers
(FRNs) rely on contracts entered into in response to joint proposals submitted by ACS and
MSE. These proposals are co-signed by Frank Trifilio and Frankie Wong. For Funding Year
2004, HISD received commitments from USAC in the amount of $49.9 million for services to
be provided by ACS - MSE. USAC has disbursed $18.2 million of this amount to ACS.

In January 2007, an article in the press raised questions about whether contracts between
HISD and ACS had been entered into in compliance with program rules and as a result, on
DATE, | wrote to Mr. Frank Trifilio, President of ACS, asking for information and noting that
some of the issues raised in the article, if correct, could reflect violations of FCC rules
governing the Schools and Libraries program and could require USAC to seek recovery of
some portion of funds USAC has disbursed on HISD’s behalf and/or take other appropriate
action. | further noted that the issues are also relevant to pending funding requests associated
with ACS. I noted that USAC had disbursed more than $100 million in Schools and Libraries
program funding to ACS since Funding Year 1998, and listed the issues raised as a result of
the article as follows:

e ACS has/has had close business ties to Micro Systems Engineering a.k.a. Micro
Systems Enterprises (MSE), which according to the article was being investigated by
the Federal Bureau of Investigation and the United States Attorney’s Office.

e The article quoted an HISD board member who raised questions regarding the
competitive bidding process, and the relationship between ACS and Frankie Wong,
the President and CEO of MSE.

e The article stated that Mr. Trifilio, as President of ACS, donated money to HISD
board member campaigns, raising potential conflict of interest concemns.

¢ The article reported allegations that ACS violated Hewlett-Packard’s ethics rules.

I informed ACS that the issues set forth in the article were of substantial concern to USAC and
to the general public. To protect the integrity of the program, I requested that ACS address in
detail and in writing the issues raised in the article in order to evaluate whether ACS had
complied fully with program rules and whether USAC should seek recovery of funds or take
other appropriate action. I requested a response within 30 days of the letter, but to date,

USAC has not received a response from ACS. Consequently, the questions about the
competitive bidding process underlying the contracts remain unanswered by ACS. Asa
result, USAC continues to have concerns that the underlying ACS contracts do not comply
with program rules.

Purchase of Analytical Computer Services by Lakehills Consulting
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HISD has submitted documents to USAC showing that HISD approved the assignment of
certain contracts from ACS to Lakehills in February 2007 because Lakehills had purchased
ACS. HISD informed USAC that persons associated with ACS operate Lakehills. Also in
February 2007, Kevin Killebrew, President of Lakehills, contacted USAC requesting
information regarding consolidating Service Provider Identification Numbers (SPINs). Mr.
Killebrew submitted documentation and the changes requested were made.

These changes did not, however, alter the fact that the original funding approved for the
relevant HISD Funding Request Numbers (FRNs) was approved based on contracts HISD had
entered into with ACS-MSE and that those contracts are required to be in compliance with
FCC rules.

Federal Criminal Indictment of Frankie Wong and Allegations on Money
Laundering Regarding Acclaim Professional Services

In May 2007, Frankie Wong, a co-owner and President of MSE was charged in a 16 count
federal indictment with, among other things, Conspiracy, Bribery Concerning Programs
receiving Federal Funds and Aiding and Abetting, and Conspiracy to Money Launder
Instruments. With regard to the money laundering charge, the indictment states that Mr.
Wong and others formed Acclaim, which, according to the indictment, distributed Universal
Service funds disbursed by USAC to MSE. In the Conspiracy to Money Launder Instruments
charge, the indictment alleges various payments by Acclaim supporting that charge.

Documents related to the FCC Form 498 submitted to USAC requesting a SPIN for Acclaim

indicate that Frank Trifilio is the President of Acclaim. Additionally, USAC understands that
Kevin Killebrew is/was one of the owners of Acclaim.

FCC’s Competitive Bidding Requirements

The FCC has promulgated rules governing the Schools and Libraries Program, which are
published at 47 C.F.R. §§ 54.500 - 54.523. These rules require a fair and open competitive
process. The competitive bidding process is initiated when an applicant submits an FCC Form
470 to USAC for posting on its website. See 47 C.F.R. § 54.504(a), (b); Schools and
Libraries Universal Service, Description of Services Requested and Certification Form 470,
OMB 3060-0806 (FCC Form 470). On the FCC Form 470, the applicant certifies, among
other things, that it will comply with the FCC's competitive bidding rules and with applicable
state and local procurement and competitive bidding requirements. FCC rules require that the
entity selecting a service provider “carefully consider all bids submitted and select the most
cost-effective service offering. In determining which service offering is the most cost-
effective, entities may consider relevant factors other than the pre-discount prices submitted by
providers but price should be the primary factor considered.” See 47 C.F.R. § 54.511(a).
After the applicant enters into agreement(s) with the service provider(s), the applicant submits
FCC Form 471 to USAC. See 47 C.F.R § 54.504 (c); Schools and Libraries Universal
Service, Services Ordered and Certification Form 471, OMB 3060-0806 (FCC Form 471).
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e Services delivered to entity not on Worksheet

e SPIN no longer valid

Funding Year 2004 Funding Commitments based on HISD’s contracts with ACS-
MSE

USAC requests the following information from you:

e In your August 7, 2007 e-mail to USAC, you stated, I do not know what
specifically you need in regard to Mr. Wong but I can assure you that he has had
no role in either Analytical Computer Services eRate awards or the transfer of
these contracts to Lakehills.” Please explain the basis for your statement that
Frankie Wong had no role in the ACS E-rate awards given that he co-signed the
joint ACS-MSE proposals submitted to HISD which underlie the pending
invoices.

e HISD informed USAC that persons associated with ACS are now operating
Lakehills. It also appears that persons associated with ACS and Lakehills operate
or own Acclaim. We understand that Acclaim is closing down and that operations
and contracts will be assumed by a successor company. Please provide a detailed
description and explanation of the current ownership and operation of Lakehills
and of Acclaim and its successor, including whether any of the owners, officers,
directors or other persons affiliated with any of these entities have or have had
any association with ACS.

After USAC receives the information requested and is able to further evaluate this situation,
we will contact you concerning outstanding invoices.

Sincerely,

/s/ Mel Blackwell

Mel Blackwell
Vice President, Schools and Libraries Division

cc: Jeremy Marcus, Chief, Telecommunications Access Policy Division, FCC Wireline
Competition Bureau (via e-mail)

Kim Bumstead, Chief Investigator for USF Programs, FCC Office of Inspector
General (via e-mail)





















7 Melvin Blackwell
Vica President, Schools and Libraries Division

Linnersal Senvice Adminisiraiive Company

November 27, 2007
VIA OVERNIGHT DELIVERY AND ELECTRONIC MAIL

Mr. John Jancar

Chief Financial Officer
[Lakehills Consulting, LP

4202 Directors Row, Suite 100
Houston, TX 77092

Re: Participation of Lakehills Consulting and Analytical Computer Services in the
Schools and Libraries Program

Dear Mr. Jancar:

The Universal Service Administrative Company (USAC) has evaluated the information
provided in your letter dated October 3, 2007, including the information USAC originally
sought from Analytical Computer Services (ACS), which you included with your
response. Enclosed with this letter is USAC’s March 19, 2007 letter to ACS as well as
USAC’s September 27, 2007 letter to Lakehills Consulting (Lakehills) which explain the
issues in detail.

USAC has determined that neither the information provided by ACS, nor the information
provided by Lakehills provides USAC with assurances that the competitive process
underlying the contracts originally entered into between Houston Independent School
District (HISD) and ACS were in compliance with the Federal Communications
Commission’s (FCC) rules governing the Schools and Libraries program (see generally,
47 C.F.R. Part 54, subpart F). Rather, the information provided in your October 3 letter
indicates the existence of close and pervasive ties between ACS, Lakehills, Acclaim
Professional Services (Acclaim) and Micro Systems Enterprises (MSE) with respect to the
current contracts between Lakehills and HISD. USAC is concerned about these ties in light of
the May 2007 indictment of Frankie Wong, a co-owner and President of MSE. In that
indictment, Mr. Wong was charged with 16 counts of, among other things, Conspiracy,
Bribery Concerning Programs receiving Federal Funds and Aiding and Abetting, and
Conspiracy to Money Launder Instruments. With regard to the money laundering charge, the
indictment states that Mr. Wong and others formed Acclaim, which, according to the
indictment, distributed Universal Service funds disbursed by USAC to MSE. In the
Conspiracy to Money Launder Instruments charge, the indictment alleges various payments
by Acclaim supporting that charge.

As a result of the allegations in the indictment and the ties between ACS, Lakehills, Acclaim,
and MSE, USAC is concemned about similar activities with respect to HISD and Galena Park
Independent School District (Galena Park), the other school district associated with the held
invoices. Did ACS, Lakehills, Acclaim, or MSE offer or give any gifts to any HISD or
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